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Abstract 
Globalization of the world economies is increasing continuously. As a result, the International Financial Reporting Standards 
(IFRS) is gaining importance day after day. Since Saudi Arabia has joined the Group of Twenty Finance Ministers and Central 
Bank Governors (G-
the IFRS. This paper presents the early results of an on-going research related to the expected impacts of the IFRS on Saudi 
businesses with a particular emphasis on the telecommunication business. 
Keywords: IFRS, Telecommunication, Saudi Arabia, Accounting Challenges, Business Impact; 
1. Introduction 
With the increasing level of globalization of the world economies, it is increasingly important to have a unified 
language for business worldwide. In 2002, European Union required all listed European companies to use IFRS by 
2005. In 2008, SEC proposed a roadmap for the US companies to use IFRS as shown in Deloitte IAS Plus (2011). 
Worldwide, IFRS is required for all public companies in 92 jurisdictions, required for some public companies in 5 
jurisdictions, permitted in 25 jurisdictions, but it is not permitted in only 31 jurisdictions, according to Deloitte IAS 
Plus (2011). Moreover, many international institutions such as International Organization of Securities Commissions 
(IOSCO), International Federation of Accountants (IFAC), Securities and Exchange Commissions (SEC), Basel 
Committee, the World Bank, International Monetary Fund (IMF) and European Commission support the adoption of 
IFRS.This paper is organized as follows. First, the Status of IFRS Adoption in Saudi Arabia is shown. Then the 
main outcomes of the literature survey related to the IFRS adoption with a particular emphasis on the 
telecommunication sector is presented. Then the main issues related to the adoption of IFRS in the 
telecommunication companies is described. The lessons learned as applicable to Saudi Arabia is shown next. Finally 
main conclusions are presented. 
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2. Status of IFRS Adoption in Saudi Arabia: 
 
Very few studies are available regarding the IFRS adoption in Saudi Arabia or even the GCC countries.  Almotairy 
and Alsalman (2011) is among the pioneering studies in this regard where they have identified the main challenges 
facing the adoption of IFRS in Saudi Arabia. They have indicated that Saudi Arabia is the only member in the Gulf 
Cooperation Council (GCC) that does not require IFRS for all listed companies.  Alqahtani (2010) has indicated that 
only banks and insurance companies listed on the Saudi Stock Exchange are required to use IFRS while all other 
companies in Saudi Arabia are prohibited to do so. These companies must use the Saudi Accounting Standards 
(SAS) that are issued by the Saudi Organization for Certified Public Accountants (SOCPA).  
 
3. Motivations for Saudi Arabia to Adopt IFRS: 
 
Saudi Arabia has joined the Group of Twenty Finance Ministers and Central Bank Governors (G-20) three years 
ago. In addition Saudi Arabia has become a member of the World Trade Organization (WTO) four years ago. 
Therefore, many researchers are calling for the Saudi authorities to expand the level of adoption of IFRS to include 
all companies that are listed in the Saudi Stock Exchange (TADAWUL). 
 
The Saudi economy is strongly interconnected to other economies in the world. Many Saudi listed companies have 
subsidiaries in other countries and many international companies have started to establish subsidiaries in Saudi 
Arabia. In addition,  most of the companies that are listed in TADAWUL have many large transactions with the 
international economy. Moreover, based on Saudi media, almost 25% of the population of Saudi Arabia is 
composed of expatriates. In addition, Saudi Arabia has recently launched many programs to attract more Foreign 
Direct Investments (FDI) into Saudi Arabia. For these and for many other reasons, it is widely expected that Saudi 
Arabia will soon require all listed companies to use the IFRS. 
 
4. Business Impact of IFRS Adoption: 
 
Many researchers have studied the impact of IFRS adoption in several countries. UNCTAD secretariat (2007) found 
that the adoption of IFRS-based standards in Turkey was a three-step process where the first step was the early 
adoption of IFRS by companies whose shares were publicly traded. The second step was the compulsory adoption of 
IFRS by the traded companies. The third step was the mandatory adoption by all publicly-owned companies. 
Encouraging the traded companies in Turkey to adopt IFRS standards before 2005 led to two benefits;  more 
transparent financial statements were introduced; and the experience of the early adopters during the transition 
period helped the other publicly-traded companies. 
 
They have also noticed that one of the important issues that faced the IFRS adoption in Turkey was to solve the 
multi-institutional structure of the accounting environment. The report indicated that training and education on IFRS 
in Turkey are mostly provided by universities and academic organizations. Universities already incorporated IFRS 
courses in their graduate and undergraduate curriculums as elective courses.  
 
Daske and Gebhardt (2006) concluded that IFRS have increased the quality of financial reporting. They also found 
out that there is a positive relationship among transparency, firm size, independent board membership, and public 
subsidiaries. It has been pointed out that implementation of IFRS and corporate governance has positive impact on 
transparency of financial statements and disclosure. They have also found out that among the firms that implement 
IFRS there is a strong relationship between liquidity and level of disclosure in banking sector. 
 
Daske (2006) investigates the common hypothesis  that internationally recognized financial reporting standards 
reduce the cost of capital for adopting firms. They found that during the transition period, however,  the expected 
costs of equity capital in fact appear to increase under non-local accounting standards.  
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On the contrary, Wang (2010) and have indicated that financial statement prepared based on Chinese GAAP could 
be more related to stock prices than the information content of IFRS. 
 
Byard et al. (2010) examined the effect of the mandatory adoption of International Financial Reporting Standards 
already voluntarily adopted IFRS at l
absolute forecast errors and forecast dispersion decrease only for those mandatory IFRS adopters located in 
countries with both strong enforcement regimes and domestic accounting standards that differ significantly from 
IFRS. Furthermore, for mandatory adopters located in countries with both weak enforcement regimes and domestic 
accounting standards that differ significantly from IFRS, they found that forecast errors and dispersion decrease 
more for firms with stronger incentives for transparent financial reporting. These results highlight the important 
roles of enforcement regimes and firm-level reporting incentives in determining the impact of mandatory IFRS 
adoption.  
Daske et al. (2008) investigated the economic consequences of mandatory International Financial Reporting 
Standards (IFRS) reporting around the world. They analyzed the effects on market liquidity, cost of capital, and 
 of firms that are mandated to adopt IFRS. They found that, on 
average, market liquidity increases around the time of the introduction of IFRS.  
 
Daske et al. (2008), also showed  that firms with major differences between local accounting standards and IFRS 
benefit more when supported by a strong regulatory environment. Comparing mandatory and voluntary adopters, 
they found that the capital market effects are most pronounced for firms that voluntarily  switch to IFRS, probably 
due to self-selection.   
 
They analyzed effects in stock market liquidity, cost of equity capital, and equity valuations using firm-year panel 
regressions with firm-fixed effects. They also found that mandatory adopters experience significant increases in 
market liquidity after IFRS reporting becomes mandatory.  They also found that the capital-market benefits occur 
only in countries with relatively strict enforcement regimes and in countries where the institutional environment 
provides strong incentives to firms to be transparent. They also show that the effects around mandatory adoption are 
stronger in countries that have larger differences between local GAAP and IFRS and in countries without a prior 
convergence strategy towards IFRS.  
 
DeFond (2011) reported that Proponents of IFRS argue that mandating a uniform set of accounting standards 
improves financial statement comparability that in turn attracts greater cross-border investment. Their study 
examined changes in foreign mutual fund investment in firms following mandatory IFRS adoption in the European 
Union in 2005. They found that foreign mutual fund ownership increases as mandatory IFRS adoption leads to 
improved comparability. They also found that that mandatory IFRS adoption results in a greater increase in foreign 
investment among companies in countries with strong implementation credibility.  
 
Wang (2011) found that  countries typically allow a long implementation window when switching to IFRS, 
providing a lengthy window of opportunity during which financing decisions can be made and acted upon prior to 
the resolution of this information asymmetry.  
 
McAnally (2010) considered one important accounting issue, namely equity based compensation, and studied how 
IFRS conversion will affect financial statements and the quality of reported data. They found that IFRS generally 
improves the relevance, and the quality, reported data. 
 
Hellman (2011) stated that adoption of International standards in Sweden originated from a need to ensure a 
satisfactory development of accounting practice in the multinational firms. They reported that empirical research 
suggests that the quality of the international accounting standards is high and that IFRS adoption is associated with 
capital market-
liquidity, and a lower cost of capital. They noticed that  the widespread adoption of IFRS may not lead to adequate 
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and consistent changes in local accounting practice because  the legally enforceable versions of IFRS may not fully 
correspond to IFRS as issued IASB, and because  the existence and functioning of enforcement institutions may 
profit numbers to capital providers will vary due to firm-specific factors and the institutional environment. They 
have also showed that the empirical results display material increases of net profit and balance sheet numbers in 
connection with the hard adoption of IFRS.  They conclude that  although Sweden is classified as a country with 
very high quality of its legal system and enforcement in general, the Swedish adoption of IFRS during 1991 2004 
was in fact soft.  
 
In their study of the impact of IFRS adoption in China, He et al. (2011) surveyed many relevant studies and reported 
that there are mixed results regarding the impact of IFRS adoption.  They found that while some researchers 
reported overall increase in foreign investments in countries that have mandated the use of IFRS, other researchers 
reported that adoption of IFRS failed to improve the quality of financial reporting in some countries. 
 
In addition, He et al. (2011) found that there could be some unintended consequences of  mandatory IFRS adoption. 
They indicated that the move towards Fair Value Accounting would improve transparency but it would be beneficial 
only when the fair value could be known or if it could be measured efficiently which is not the case in China as the 
information on fair value of many assets may not be available. Consequently, with the absence of active markets for 
nonfinancial assets, earnings may be managed to avoid reporting losses especially in regions with weaker 
enforcement institutions. 
 
Hail et al. (2010) considered many empirical studies related to the adoption of IFRS in many countries around the 
world. They found that companies who voluntarily adopted IFRS have in general witnessed positive capital market 
impacts. They caution however that such results may not be surprising since companies would not choose to adopt 
IFRS unless they are going to gain benefits.  
 
Some studies surveyed by Hail et al. (2010) indicate that mandatory adoption of IFRS in Europe has led to an 
increase in market liquidity, a decrease in cost of capital, and an increase in the integration of capital markets 
although the  magnitude of these effects varies from one country to another.  
 
conceptually appealing, it is often difficult to implement and could be incompatible with the current legal, 
 
 
In addition, Hail et al. (2010) reported that countries have different circumstances and that not all countries and 
firms benefit from adoption of IFRS. Also, they found that it is not certain that benefits are based solely on adopting 
new accounting standards. Moreover, they reported that the impact is more apparent in countries with strong 
enforcement and whose GAAP is highly different from IFRS. According to Hail et al. (2010) adoption of  IFRS 
could improve the chances of trade between countries, but may have the undesirable effect of disclosing some 
proprietary information to competitors.  As reported by Hail et al. (2010), reporting discretion may be minimized 
with the adoption of IFRS compared to many local GAPP. 
 
-U.S. GAAP differences that affect the 
amount of taxes that firms pay and, hence, have cash flow consequences. One potentially important issue arises from 
the fact that IFRS do not allow LIFO accounting. In contrast, U.S. tax law allows LIFO valuation, but only if it is 
 
 
Hail et al. (2010) conclude by stating that benefits from the adoption of IFRS in the united States is based on 
benefits of comparability. 
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5. IFRS Adoption in the Telecommunication Sector: 
 
Very few studies have reported on the impact of IFRS adoption on telecommunication companies. Giuseppe  et al. 
(2007) studied  whether and  to what extent International Financial Reporting Standards (IFRSs) improves the 
quality of financial accounting information concerning intangible assets. They analyzed the  application of some 
IFRSs' key innovations to Telecom Italia including two of the most relevant areas of change between Italian 
accounting principles and IFRSs, i.e. business combinations and accounting for intangible assets with indefinite 
useful life. They measured quality of accounting information through four key factors: correctness, transparency, 
prudence, and timeliness. They provided a good review of literature on the evolution of accounting on intangible 
assets; an innovative framework to measure the quality of accounting information; and an  in-depth analysis of the 
key changes in accounting for intangibles induced by IFRSs on the balance-sheets of Italian companies. They found  
that the use of value-based measures in accounting actually leads to an improvement in the overall quality of 
information. 
 
Mario et al. (2010)  studied compliance with IASB standards related to business combinations and goodwill 
impairment by exploring eight European telecommunications companies using content analysis methodology. They 
stated that "the mandatory use of IFRS by all publicly listed companies in the European Union created challenges 
for accounting and reporting of business combinations, goodwill impairment and disclosures for these items. Major 
issues are allocation of amounts to goodwill and specific intangible assets arising from acquisition."  They also 
studied compliance with IFRS 3 and IAS 36 using content analysis methodology of annual reports of eight European 
telecommunications. They reported that telecommunication sector is characterized by the fact that beneficial to 
combine operations for several economic and business advantages.  
 
A major feature of globalization in recent years has been cross-border expansion and acquisition of subsidiaries in 
different countries especially in the telecom sector. As such combinations become more complex, financial reporting 
issues become more complex and become more important for the global macro-economy. They have indicated that 
in the recent years there have been several significant telecom acquisitions. Also telecommunications companies 
have significant intangible assets that must be considered in allocation of purchase prices. They have shown that for 
some European telecommunication companies, goodwill is the largest single asset. They have also notice that  
unallocated goodwill as a percentage of total assets is not decreasing, contrary to the objectives of the IFRS 3 that 
unallocated goodwill should decrease as increasing amounts are allocated to specifically identifiable intangible 
assets arising from acquisitions. They reported that almost all companies showed an increase in goodwill as a 
percentage of total assets from 2005 to 2008. They reported that assets and liabilities of acquired companies were 
typically measured at fair value. In some, situations, though, the full fair value of acquired assets was not 
recognized, but instead only the percentage of ownership was applied to the excess of fair value over book value. In 
some countries, the write-down of assets is viewed as conservative and goodwill along with other assets were 
written down to lower amounts or written-off. Accounting standards of some countries required reporting of 
contingent liabilities while others did not.  
 
They indicated that: traditionally, little effort was made to separate unallocated goodwill from other intangibles 
brands, customer lists, self-developed patents and the like. Because traditionally all intangible assets including 
unallocated goodwill were amortized or written off, there was little perceived need to make such a separation. With 
the adoption of IFRS 3, and a similar standard in the U.S., goodwill would no longer be amortized but instead 
subject to impairment testing. 
 
In addition, they have stated that IFRS 3 states that intangible assets must be recognized separately from goodwill in 
business combinations when they meet the definition of intangibles in IAS 38 and their fair values can be measured 
reliably. This requirement, contrary to much of traditional practice, provides a clear instruction for companies to 
reduce amounts of unallocated goodwill and increase amounts allocated to previously unrecognized intangible 
assets. 
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They have shown that not only is such allocation difficult and tedious, but also companies have little incentive to 
make such allocations because, among other reasons, increased amounts allocated to other intangibles lead to lower 
reported income because such intangibles must be amortized while goodwill is no longer amortized with the 
adoption of IFRS. Their findings indicate that at best there is only partial compliance with IASB standards. Among 
the most important findings is the fact that companies continue to report relatively large amounts of unallocated 
goodwill upon acquisition despite the clear expectation of the IASB that amounts allocated to goodwill will decline 
as larger amounts are allocated to specifically identifiable previously unreported intangible assets.  
 
6. Main Issues Facing the Telecommunication Sector Regarding IFRS Adoption: 
 
Many studies, including, KPMG (2010), PWC (208), PWC (2009a), PWC (2009b), and Ernest & Young (2009) 
have listed major accounting issues for telecommunication companies who are planning to adopt IFRS to include: 
No tangible Assets (IAS 38), In-House developed software , Telecommunication licenses, Acquisitions, Leases (IAS 
17), Indefeasible rights of use and capacity arrangements (IFRIC 4), Impairment of Assets (IAS 36), Inventories 
(IAS 2), Inventory and marketing costs, Revenue Recognition (IAS 18) , Bundled (or multi-element) arrangements, 
Prepaid sales and revenue, Customer Loyalty programs, Content-providing  arrangements, Interconnection 
arrangements, Activation cost, and Subscription fees. Moreover, information technology considerations and parallel 
reporting are among the main issues that need to be taken care of when planning to adopt IFRS. 
 
In the telecommunication sector, many interesting accounting issue arise due to the increasingly different types of 
telecom products and services.  The industry is continuing to develop rapidly and it is likely that new business 
models will continue to be adopted by companies  that will create new accounting challenges. 
 
Under IFRS, a key issue will be to decide whether the various components of a transaction can be separated from an 
obligation performance and commercial perspective, where fair valuation of different components is required. As far 
as we know, the current Saudi Accounting Standards provide little guidance in this regard. 
 
which will affect some entities and industries more than others. Entities in the telecoms industry that are likely to be 
most significantly affected according to the report include those that:are active in emerging or developing 
economies with restrictive foreign ownership rules; enter into new joint arrangements; apply proportionate 
consolidation for joint venture entities; and participate in a significant number of complex joint arrangements. We 
notice that some of these characteristics are common in the telecom sector in the Middle East in general and in Saudi 
Arabia in particular. 
 
European companies, those in the telecoms industry had by far the largest average balances for total intangible 
assets and for goodwill. The report has  concluded that high values of intangibles and goodwill in the telecoms 
industry lead to an increased risk of impairment given the current economic situation and outlook.  
 
PWC (2009b) reported that Telecom companies operate in a highly competitive environment. For many operators, 
the focus has moved from acquiring new customers to maintaining market share and encouraging the customer base 
to increase usage. One manifestation of this change in emphasis is the proliferation of customer incentive and 
customer loyalty programs. 
 
7. Expected Impact of the Adoption of IFRS on The Telecommunication Business in Saudi Arabia: 
 
Telecommunication companies in Saudi Arabia have many partnerships arrangements with many 
telecommunication companies in other countries. Therefore, accounting and financial officials in these companies 
have some experience regarding the IFRS standards. 
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Based on interviews with accounting officials in three major telecommunication companies in Saudi Arabia, the 
expected impact on the adoption of IFRS on the telecommunication business in Saudi Arabia could be summarized 
as follows. 
 
Since IFRS is more comprehensive than the Saudi standards, it is expected by all these officials that the Adoption of 
IFRS will enhance financial reporting in Saudi Arabia. It will provide more information for decision making. 
Adoption of IFRS is expected to improve the efficiency of the stock market. Almost all stakeholders will be 
impacted by adoption of IFRS, including mangers, financial officers, accountants, board members, auditors, 
regulators, and investors. In addition, systems, including IT systems, processes, regulations, and business outcomes 
will be affected by such adoption.  It is expected that adoption of IFRS could have some cultural impact, especially 
on issues that are related to the Islamic aspects on the financial sector in Saudi Arabia.  The Big 4 are expected to be 
impacted positively while small Saudi accounting firms have to adapt to the change. 
 
All these officials also believe that the role of SOCPA will be impacted by IFRS. It is expected that SOCPA after 
the adoption of IFRS will act as a facilitator and trainer. The Saudi SOCPA exam should be redesigned. Curriculum 
of accounting programs in Saudi Universities should be revised accordingly. 
Also, it is expected that the adoption of IFRS would have some negative impact, especially on the short term. This 
impact includes the cost of migration to the IFRS, consultation, redesigning the IT systems, retraining of 
accountants and auditors, and raising the awareness among all stakeholders.  Another cost element is the need to 
reports with those of previous years. These officials believe that these costs are justified by the positive outcomes of 
the adoption. 
 
Two of these officials have indicated that currently the SAS permits only the use of weighted average cost method 
for assigning the cost of inventories. The weighted average however is difficult for many Saudi companies to deal 
with. 
 
Moreover, as indicated by two of these officials, under SAS, historical cost method is used more often than fair 
value. On the other hand, fair value approach is widely used within IFRS. This is also going to impact the Saudi 
companies as the measurement of the fair value may be difficult because of the lack of reliable active markets for 
many assets and because of the shortage in qualified evaluation skills. The use of fair value is expected to give better 
the annual savings that Muslim individuals or businesses need to pay for the needy people given that these savings 
are more than a certain minimum after deducting the basic necessities and operational costs).  However, the 
difficulty in measuring the fair value along with the lack of efficient asset markets in Saudi Arabia,  may have some 
negative impact as it may give the chance for some companies to overestimate their financial figures. 
 
These officials believe that the setting of accounting standards in Saudi Arabia would be more streamlined among 
the main financial regulating entities. In addition, it seems that soft adoption of IFRS, is an appealing approach due 
to the success that has been reported. A gradual adoption approach is a very realistic option. These officials believe 
that since Banks and Insurance companies in Saudi Arabia have been obliged by CMA to adopt the IFRS standards, 
then the experience of these institutions could be easily transferred to telecommunication companies especially on 
the difficult issues related to financial derivatives.  One of the main benefits of adopting the IFRS, the officials 
believe, is the access to "IFRS Networks". These networks would provide Saudi firms with an excellent resource to 
develop their businesses' worldwide.  
 
8. Conclusions: 
 
The studies that are related to the adoption of IFRS in many countries around the world indicate that the magnitude 
of the  impact varies among the different countries and firms. 
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However, with the increasing level of globalization of the Saudi economy in addition to many other economic and 
political factors, it is widely expected that Saudi Arabia will expand its level of adoption of IFRS. The experience of 
countries who adopted or who are considering the adoption of IFRS show that such adoption is expected to impact 
many aspects including regulations, regulating bodies, systems, processes, financial outcomes, education, and 
people.  
 
The telecommunication sector, in particular, is expected to be one of the main sectors that are affected by such 
adoption. This sector is highly interconnected with other international companies. Telecommunication companies 
are characterized by the possession of many intangible assets. Moreover, the diverse types of services provided by 
telecommunication companies continuously raise many accounting challenges. Mergers between 
telecommunication, information technology, content providers, and media companies is creating another set of 
challenges for accounting and financial reporting in this sector. 
 
More work is needed in the future to seek the feedback of the accounting and financial reporting officials of the 
telecommunication sector. In addition, there is a need to study the  effects of IFRS adoption in the 
telecommunication sector empirically. The experience of regional companies located in countries that have adopted 
IFRS, the GCC countries in particular, is part of our future research. 
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